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FOREWORD

Housk oF REPRESENTATIVES,
CoMMttres ON FOREION APrains,
Washington, DC, February 1, 1989,

This document is the report of the Task Force on Forelgn Assist-
ance to the House Committee on Foreign Affairs, as presented to
the committee on February 1, 1989 _

The Task Force wad organized in January, 1988 at the request of
Chairman Dante Fascell and Ranking Minotity Member Willinm
Broomfield. Representatives Lee Hamilton and Ben Gilman co-
chaired the task force, which was open to all members of the com-
mittee. The task force reviewed U.S. foreign assistance programs,
with emphasis on bilateral development assistance, economic sup-
port fund, and military assislance programs.

The following report was presented to the commitiee for further
study and review, It does not necegsarily r_.- sent the views of all
members of the committee. Its purpose is o serve as a starting
point for action on foreign assistance authorizing legislation.

NDantie B, Fascent, Chairman,
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SUMMARY OF FINDINGS AND RECOMMENDATIONS

During the second session of the 100th Congress, Chairman
Dante B. Fageell entablished a task force to conduct a review of
U.8. foreign assistence programs and activities. The task force was
¢haired by Representatives Hamilton and Gilman, with all Mem-
bers of the Committee invited to participate in the review, which
included extewsive meetings with executive branch officlals and
not-governmental experts. The process also included a review of
pertinent studies and reports and written substnisgions requested by
the task force.

The following is & summary of the principal findings and recom-
mendations of the task force:

FinpINGE

The task force concluded that foreign assistance s vital to pro-
moting U.8. foreign policy and domestic interests, but that the pro-
gram is hamstrung by too many conflicting objectives, legislative
conditions, enrmarks, and bureaucratic red tape.

REcoMMENDATIONS
ECONOMIC ASSISTANCE

The Committee should consider the:

~-Enactment of s new international economic cooperation act to
replace the existing Foreign Asgistance Act and sundry amend-
ments thereto;

~Creation of a restructured foreign aid implementing agency to
repiace AlD;

~Identification of four principal objectives (economic growth, en-
vironmental sustainability, poverty alleviation, and democratic
and economic pluraliam);

~~Provision of greater flexibility in the implementation of assigt-
ance programs;

-~Provision of more effective accountability focused on resuits
rather than on allocations alone;

—Improving coordination with other U.S. international sconomic
policies, with other donors, and within country programa,

SECURITY ABHISTANCE

The Committee should coneider the:
~Separation of the grant and concessional military assistance
from cash sales authoritios;
~Creation of a new defense trade and export control act to re.
place the Arms Export Control Act;
~Iiatablishment of one military assistance account;
A%
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L. Overview or ForioN Assisrance
A THE OURRENT PROGRAM

For Fiscal Year 1989, tolal U.S. economic and military aid is
about $15 billion. The major components are: o .
Development Assistance, (DA) accounting for 1699% of the total.
The aim of DA is to promote long term economic development
through programe that help a host country use its vésources more
effectively. Currently, the Agency for International Development
{A.LD.) administers over 2000 projects in the fields oft Agriculture;
Rural Develogment and Nutrition; Population; Health; Child Sur-
vival, AIDS Prevention and Control; Education and Human Re-
%ources Development; and Private Sector, Environment and

nergy. _

Eeonomic Support Fund, (ESF) accounting for 23.9% of foreign
assistance, It is allocated according to special economic, political
and security needs, It is programmed in three ways: as cash trans.
fera to provide balance of payments and budget support to coun-
tries facing urgent foreign exchange requirements; as commodity
import programs to fund imports from the U.S.; and as project as-
sistance, supporting development projects,

The ESF program is currently focused on the promotion of eco-
nomic stubility and political security in the Middle East and Cen-
teal America. '

Food Aid, accounting for 9.9% of foreign assistance, Under
Public Law 480, surplus American agricultural goods are trans
ferred to needy countriea through low interest loans and direct do-
nations, The bulk of tood aid is provided under Title I, as conces-
sional salea in exchange for specific self-help development activi-
ties. Under Title II, food is donated for 1 umanitarian purposes, in-
cluding child nutrition and emergency disaster relief. Sirice 1954,
the Yood for Peace program has delivered 303 million metric tons
of food to more than 1.8 billion people in over 100 countries.

Military Aid, accounting for 36.8% of total assistance. It com-
prises grants and some concessiongl rate loans for equipment, and
military training, provided to friendly nations. _ :

Multilateral Assistance, accounting for 9.9% of all assistance. It
includes contributions to multilateral development banks, such as
the World Bank, and Inter-American Development Bank, and con-
tributions to economic and develo&ment programs of international
organizations, such as specialized U.N. agencies working in health,
food, agriculture, and the environment.

Other aid flows include Internationai Disaster Assistance, fund-
ing for the Peace Corps, the Trade and Development Program, Mi-
gration and Requee Assistance, the Inter-American Foundation,
the African Development Foundation, and the American Schools
and Hospitals Abroad program.

Y
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The real dollar amounts for these 'programs during the most
recent three years are ghown in Table 1. '

TABLE 1.8, FOREIGN ASSISTANCE, 1987-89, BY MAJR PROGRAM

{th s of Eonstant 1089 dokiaes]

Fiscal yoar —

e o _"i'éié”"_"'ng;és R
Develpment assistaice ) . D : $24 $28 $24 $/3
Toordmic suppott fund e 47 32 Ik k¥
Food ad . o e, R 16 15 15 4
Mibtary ad . e, T 55 55 54 81
Mulldalera) assistance . e . 16 1% 15 [
Other ecomormic 2id o . ‘ e b b 1 9

Tt L e 6.0 143 {51 1%}
T

B. ORGANIZATION
The Agency for International Development is the principal U.S.

bilateral economic aid agency. It is responsible for the implementa.
tion of most Development Assistance and Economic Support Fund

rograms. The geographical allocation of ESF is decided by the
State Department in conjunction with A.LD. The geographic alloca-
tion of development assistance is proposed by A.LD,, witﬂ State De-
partment concurrence.

A.LD. was established in 1961 as g relatively autonomous agency
under the State Department. The ALD. Administrator has the
rank of Deputy Secretary of State. Currently %0 countries host
A.LD. economic assistance programs of over §1 million. Thare are
ALD. missions in 44 countries, representational offices in 23, and
13 regional development offices n road. In 1988 A.LD. had 4,700
employees, down from 6,000 in 1980 and 17,500 in 1968 at the
height of A.LD. activity in Southeast Asia. About 52% of AID em-
ployees are stationed overseas, of which slightly less than half are
foreign nationals. In carrying out its projects, A.LD. also employs
about 7,700 contractor personnel and detailees from other federal
agencies.

The De&artment of Defense is responsible for most military as-
sistance. Within DOD, the Defense Securit‘y Aspistance Agency ad-
ministers in Foreign Military Sales and Credit Programs and the
Military Assistance Program. Other branches of DOD participate
in planning and oversight of military aid, and in trainin% and
peacekeeping activities. The Staie Department approves mi ilary
sales proposals to friendly countries, and is in charge of assistance
for anti-terrorism and peacekeeping operations, which come under
military aid.

Responsibility for Food Aid is shared by A.LD., the Department
of Agriculture, the Department of State, and the Department of
the Treasury. USDA has principal responsibility for determinin
quantities, selection, procurement, and shipping. A.LD, is responsi-
ble for administering the program in the field, including negotiat-
ing food aid agreements and allocating prants. The Department of
State plays a major role in country allocation, The Treasury De-

partment “oversens éifedit,,_,arr:ahg'eme‘nts._ Food aid Is coordinated -
~ throligh an inter-agency committee, the Development Coordinating

Committee subcommittee on food aid, which operates on u consen-
sug bagis. ' : S : - o : :

Responsibility for Multilateral Assistance is shared. The Treaw-
ury Departiment shapes U.S, policy “toward multn[atera}l‘develop
ment banks (MDB's), including nominating and supervising the
U.S. executive directors. The State Department leads in Npo!icya
making and budget determination concerning the United Nations
and other international organizations. A.LD, coordinates country
programs with the MDB's and provides advice to U.S, representa-
tives on proposed MDP projects. In addition, A.LD. is involved in
the developmental and technical nssistance netivities of the U.N.
specialized agencies, Other U8, agencies are involved in the work
of’ appropriate multilateral agenciss, For example, USDA partici-
pates in the work of the Food and Agriculture. Organization, and
the Environmental Protection Agency in the activities of the U.N.,
Envitonmental Program. _ _

Many of the programs counted under Other Economic Aid, such
88 the Inter-American Foundation, Peace Corpy, and the Trade and
Development Program are autonomous or seml-sutonomous. [nter-
national narcotics programs are the responsibility of the Depqrt«
ment of State, and the Drug Enforcement Agency. Refugee assist-
ance programs are handled by the Department of State.

The following table shews the number of countries receiving U.S,
assistance in 1987 and 1988:

TABLE 2. —NUMBER OF COUNTRIES RECEIVING 1.5, ASSISTANCE IN FISCAL YEARS 1967 AND 1988

Eronome Assistance
dosrs MBI Mty Total a
04 and PLARD B g KR 2ty propram
kst Ratrobes
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W82 o e " H 5 99 o IS

e n 5 -y " 190 "n:
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11 Trenpg 1N US, Forrion Asstotance
A. TOTAL ASBISTANCE

The level of total U.8, foreign assistance has fluctuated consider-
ably over the past 13 years. In constant 1989 dollars, the program
shrank from §22.8 billion in FY 1979 to $14.6 billion in 1880, It
then rose again to $20.6 billion in FY 1985 befora declining to the
current level of about $15.1 billion in FY 1989,

{Note: all figures used will be in constant 15689 dollars, unless
otherwise noted and amounts represent obligations of U.S, assist.
ance. Amounts for FY 1989, which are estimates,)

Figure 1 depicts levels of total foreign assistance, in nominal and
real terms for the period FY 1977 to 1989,

Special circumstances in the two peak years, 1979 and 1985, are
worth noting,

The $22.6 billion for 1979 includes a $4.8 billion supplemental in
additional security assistance, provided to Israsl and Bgypt under
the Camp David Peace Accords.

The 220.6 billion in 1985 reflecta the growth of overal! funding
during the early 19808, but also includes large (economic) Bupple-
mentals for Israel, Egypt and Jordan, to des! with short-term debt
problems, and emergency food and relief for famine-stricken coun-
tries in Africa.

severe budget constraints have influenced the decline in aid
weveis in the last four years, bringing the total available for 1989
hack down to the level of nid provided in 1977.

As n percentage of Gross National Product U.S. foreign nasigts
ance hay declined steadily from between 2 and 8 percent of GNP in
the lale 10408, to | percent in the late 19508, down to less than
thiee tonthy of one percent today.! Within the last 13 years, aid
levels an a percentage of GNP !":ailow a gimilar trend to that of
dollar levels: peaking in 1979 and 1985, and steadily decreasing
gince 1985, The percentage figure for 1988 will be an all-time low.

A comparison with other donors reveals that the U.S. has been
the world's leading donor of economic assistance, in terms of doliar
amounts of Official Development Assistance (as defined by OECD).
However, ao aid from other donors rises, the U.8. contribution as &
percentage of all ODA [Official Development Assistance) is falling.

Figure 2 compares U.S. aid levels with the combined total of the
other 16 Western nationa of the OECD DAC (Development Asaist-
ance Committee), During the period 1977-1987, American ODA ac-
counted for 36% of nasistance from all DAC members. In 1987 jt
accaunted for about 229% of all ODA. It is estimated that in 1989
Japan will surpass the U.S. as the world's leading ODA contribu-
Loy

"Taatentha of ane percent of GNP based on DAC figures, which exclude miliary assistance
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Figure 3 highlighte the sharp fluctustions in military- aid, and,
‘more recently, in ESF, t:omggred-to fairly steady lovels of other
programs. Military aid rose from just over $4 billion in FY 1077 to
a high of $7.7 biltion in FY 1984-Za real incrense of 85%. Amounts
have fallen sin~s to about $56.4 billion for FY 1989, leaving militar
aid with a real incrense of 36% over the entire period from 1977,

ESF money is now only slightly higher than in FY 1977, but this
follows a rapid increase of 789 between 1977 and 1985,

Funding for bilateral development assistance hags remained fairly
steady over this period. But like other programs, funding has been
reduced since FY 19865

Two programs-—food assistance and contributions to multilateral
institutions—have declined in real terms since 1977. Food aid has
declined steadily each year, except for a brief period in the mid.
1980s when the U.S. responded to the African famine with large
quantities of emergency agricultural supplies. Funding for 198Y
will be one third b-low the 1977 level,

'frends in multilateral assistance are more difficult to agsess be-
cause funds are allocated irregularly, depending on the schedule
and outcome of international bank replenishment negotiations. In
general, however, funds obligated for multilateral contribution
have fallen from an earlier annual average of around $2.2 billion
to uround $1.5 bitlion during the past 4 years.

Program shares

The share of the total foreign assistance budget going to develop-
ment-related programs (development, food and multilateral devel-
opment bank suppori) has decreased from nearly 60% in the late
19708 to less than 409% today. Military assistance, which previoushy
took 25% to 30% of the budget, increased to over 40% in the mid-
19808, and has been running at 36% of the budgets during the past
tnres ytrienra. ESF obligations have ranged between 207 and 25% of
the budget. :

Figure 4 (over) portrays the changing composition of the foreign
aid program over a broader 43-year period. Some interesting devel-
opmenta can be seen.

Food aid emerged as an important aid mechanism in the mid-
19608, pesking during 1962-66. The subsequent decline in the
volume of food transferred was even more dramatic than is appar-
ent from the chart because grain prices were increasing sharply at
the tima,

Multilateral aid emerged in the early 1960s in conjunction with
the “development for development's sake” view, but has never
become a dominant feature in American aid.

ESF and its precurssr programs were substantial in the mid-
19508, then declined during the 19608 and early 1970s. ESF began
to re-emerge in the late 19708 as one of the few programs that
could provide flexible and timely aid in support of national security
goals.

U.S. FOREIun AID, 1948-89, BY MAJOR PROGRAM |
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Finally, military aid has been the largest aid'cabefbrf during
much of the post-war period. Peaks appear in the early 19508 be-
cause of Greece, Taiwan, and Korea, again in the early 1970a be.

cause of Vietnam, and the most recent peak occurred in 1985,

Grants versus loans

In the 1970s, approximately one half of the total U.S. assistance
program comprised grants, and the other half loans. Today, over
%0% of the program is grant, largely in recognition of the growing
world debt erisis. In particular, military aid has switched from
being mostly loans in the 1970s to nearly all grants today. Figure b
illustrates this trend nince 1977. : \

C. REGIONAL COMPOSITION

Figure 6 shows the regional composition of U.S. aid,

The Middle East has dominated U.S. regional allocations during
the past 13 years, as Figure 6 shows. U.S. assistance to the region
ranged between $5 billion and $6.5 biilion annually, excluding the
Camp David-related support in 1979 and special supplemental in
1985/6. In most years, the Middle East received over half of all
U.S. bilateral aid.

Agia and Europe have received the next two largest shares of
U.S. aid during this period. Aid to Asia was a littie over $2 billion
a year up to 1987. With the graduation of South Korea as sn aid
recipient, along with the general decline in budget levels, the
region will receive valy about $1.6 bitlion in fiscal year 1989,

Aid to Europe, where most 1J.S, assistance supports military base
agreements, grew from about $1.2 billion in FY 1977 to a peak in
the mid-1980s of $2.3 billion. Since then, it has declined to just over
$1 billion, largely due to the graduation of Spain as an aid recipi-
ent,

Latin America had been the smallest recipient at the beginning
of the period, with less than $1 billion a year. But in FY 1982, aid
to El Salvador and others in Central America began to grow. By
1985, total aid to the region averaged over $2 bitlion. Budget pres-
sures have forced amounts back down to about $1.4 billion in FY
1989,

Sub-Saharan Africa has received between $800 million and $1.4
billion in U.S. assistance annuslly since 1977. Famine relief in 1985
pushed the total up to nearly $2 billion for that year, but it fell
down to about $900 million by FY 1989,

.'Hli.u.fg"z : e | .
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The ten individual countries recelving the Iargest armount of aid

gince 1977 can be seen in Figire 7. Israel and pt have been by
far the leading recipients, accounting for 479 of all bilateral assist-
ance over the period. Together, the ten countries have received
about 0% of all American bilateral aid since 1979, With the excep-
tion of India, all have a strong security relationship with the
United States. In the cnses of Turkey, Greece, Spain snd the Phil-
ippines, this includes military base agreements. :

_ Figure 8 shows the current major recipients. Israel and Egypt
feature even more atrongly, while Spain and South Korea are no
longer aid recipients, and India receives relatively little aid now.

Piguer 1
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Figure 9 shows the changing vegional composition of U.S. post.
war asslstance, S R

_“I‘he eavly focus on Burope is evident. In 1989 dollar equivalents,
aid to Burope peaked at around $28 billion per year in 1950 and
1951, The emphasis on Greece and Turkey increased in the 1950s,
as it did again in 1980s. L

Asin was the major recipient in the 105476 period. Ald peaked
in the early 19704, then fell off abruptly after Vietnam. '

The Middle East was n modest recipient until 1972-73, but has
been the largest recipient since 1976-77. Since the 1878 Camp
David Accords aid to fsrael and Egypt has been a major factor in
the U.S. aid program. _ _

Figure 9 also clearly shows the marginal. roles of Africa and
Latin America as aid recipients, although aid to Latin America
grew during 1962-67 under the Alliance for Progress, and during
the 19808 with the re-emergence of aid to Central America,

" An unalysis of the real value of total aid over 44 years shows
three major periods that roughly correspond to the shifts in region-
ol emphasis. In 1989 dollars, total annual assistance:

—~Avernged about $32 billion between 1946 and 19562 when

Furope was the major recipient; _

—Averaged about $22 billion between 1953 and 1974, when aid

was focused on Asia; _

——Averaged about $17 billion since 1974, while the Middle East,

primarily Israe! and Egypt, have been the primary recipients.

Currently, the focus on the Middle East vontinues, but budget
;lageasures have pushed the annual budget down to $15 billion since

#6.

1. COMPOSITION OF BILATERAL DEVELOPMENT AIDY ANT} MAJOR
RECIPIENTS

i

Most U.S. biluterai development assistance is channelled through
five functional accounts: agriculture, population, health, education,
and selected activities (projects that cut across the other four ac-
counts, such as science and technology). Funding for these five ac
counts is shown in Figure 10,

T Hipure 8

U.8. FOREIGN AID, 1948-89, BY REGION
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_ . . Agrieulturéhas béen éha*largéat;prﬁg"mm, totaling - about $900
: L million annually--over 50% of total development spending. More
Program Comp~sition of Bilateral Eecentlgg a8 }?m;}hﬁsia on othe:{ Hﬁgrams has incrensed, ugricut-
: @ - ute’s share has fallen to around 409, o
Development Aid, FY 1977 - FY 1989 Population programs hag besn the second largest secount for
wions o] sonrtent 1908 & o : most of the period. Fami! planning and. other population-reluted
acitlilyities have been stendily funded in the range of $260 to $300
million. :
Health-related programs have received increasing support. In FY
1984 Congress created an additional functional account for Child
Survival Activities. In FY 1985 funding for the two accounts was
$315 million, double the health budgel in FY 1577. Another health
accou}tlat was created ih FY 1988 to as<ist international AIDS re-
- search,
 The Seleeted Development Activities accouni has also been the
focus of greater attention, especiully programs promoting tha pri-

Figure 1D
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BB revestion I Suisred Astivities B Heatth vate sector in developing countries. Funding increassed from $105
L1 pepuistion B agecitors million in FY 1977 to 3257 million in FY 1985, )

Education and human resources programs have received between
VSR sstmes $130 and $160 million annually, except in the case of a few years,
Notes: 1. Funding for Child Survival Activitien (since FY 198%) and Programs that are not channelled through these five accounts in-

ad-a. 2.5 04 4 . o
ATDS progecms (since FY L988) ace included ir health cluc}e Peace Corps, and, gince FY 1988, the Developmept Fund for
account m;”m::m; lusteated for FY 1988 and 1989 do hot fnctud Alrica through which all economic assistance for Africa is chan-

» L3 nelude i [ ' _ " .

tpending for the DFA [Developmint Fund for Africa), and tharefors are not comparabie n.e“ed' MBJDI‘ rec_lplenta_ of U.S. hl]ate.rul deveiopmer._t asgistance
with esclier years. gince 1977 have been Bangladesh, India, and Indonesia, although

currently only Bangladesh continues as a major recipient. The ten
major recipients during thig pericd are shown in Figure 11. In the
19803 development assistance has increasingly focused on Central
America, particularly El Salvador and Honduras, as can be seen in
Figure 12, showing FY 1989 recipients.
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E. COMPOSITION OF FOOD AID AND MAJOR RECIPIENS

The share of food aid channelled as loans fell from about 80 per-

cent of the total in 1977 to just over B0 percent by 1985, as grants

increased in response to emergency drought and famine conditions.
In recent years, as emergency situations subsided in come parts of -

Africa, loans once again neared 60 percent of the program,

_The major recipient of food aid has been Egypt, during the period
FY 1977 to 1989, Egypt's $4 billion share accounts for 19% of total
food tr=nsfers since 1977, and is nearly as much as that for ali of
sub-Saharan. Africa corbined (4.3 biltion), South Asia has also
been a focus of U.S. food assistance, where India, Bangladesh and
Pakistan have received the second, third and fourth largest shares.
Other countries in the top ten recipients are Sudan, Morocco, Pery,
Indonesin, Sri Lanka, and the Philippines. Among the current, FY
1983 recipients shown in Figure 18, Scmalin, El Salvador, Guate.
mala and Jamaica have replaced indonesin, Pery, Sri Lanka and
the Philippines.

F. COMPOSITION OF THE ECONOMIC BUPPDRT FUND AND MAJOIRt
RECIPIENTS

The size, scope and accountability of ESF has been a continuing
matter of debate in recent years, because of its flexible nature and
potential for responding to multiple policy objectives. In particular,
Congress has been concerned over accountability of the cash trans.
fer position of ESF.

Figure 14 shows the division of ESF funds according to use: cash
transters for balance of payments support, commodity import pro-
grams, and development project aid. It shows s growing emphasis
on the cash transfer component since FY 1979 (the first year for
which accurate data are available). The share of ESF programmed
as cash transfers increased from 45% of the total to about 60% by
the late 198%s. (The even larger share in F'Y 1985 and 1986 include
the special supplemental for Israel, Egypt and Jordan).

The share of ESF going to development projects has remained at
between $1 and $1.1 billion annually, in terms of real dollars, but
ita share of the total program has declined from 35% to shout 329%.

Commudity Import Programs, which used to account for about
20% of ESF, have declined sharply and now represent less than 4%
of the overall program. .

Major recipients of ESF since 1977 are shown in Figure 15
During this period, ESF has been highly concentrated in Egypt and
Israel. Combined, they have received over $31 billion, or 64% of
total ESF transfers. The other major, but far less significant, re-

cipients, are those with which the 1.8, shares a strong security re-

lationship. Today, a8 Figure 16 shows, Israel and Egypt remain the
largest recipients, although the shares of the Philippines, Pakistan
and El Salvador have increaged,
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©. COMPORITION OF MILITARY ASSISTANCE AND MAJOR RECIPIENTS -

Most military assistance has been programmed in three ways: a8
loans bearing market interest ratss; as concessional loans at about

5% interest (since 1984 only); and as grants. Figure 17 illustrates

the division of funds between these three components since 1977,
In the enrly part of the period, the grant portion was small, com-

prising less than 25% of the total in FY 1981, Market loana, with

interest rates up to 13% made up the rest. Harder loans were pre-
rerred by some policymakers, to discourage the growing demand for
military transfers. In 1981, as the debt servicing problems of many
military aid recipients inereased, the grant portion began to grow
quickly. When all military aid to lsrael and Egypt was converted to
grants in FY 1985, and a concessional loan program began, the
share taken by market loans fell even more. By FY 1987 market
loahs had been eliminated entirely. For FY 1989, the Administra-
tion requested a grant-only military program, but Congrees contin-
ued to insist that at least a small portion remain as concessional
loans. Currently, grants make up 929 of the program.

The major recipient of military assistance has been Israel.
During the period FY 1977 to FY 1989, lsrael has received $28.5 bil-
lion, or 39% of the total. Egypt has received the second largest
amount, although half that of Israel. The remaining major recipi-
ents since 1977 have been largely those with which the U.S. main-
taing military base agreements—Turkey, Greece, Spain, Portugal
and the Philippines. Major recipients of military assistance over
the past 13 years are shown in Figure 18, Of these, Spain and
South Korea no longer receive assistance. As can be seen in Figure
19, showing FY 1989 recipients, El Salvador, Movocco and Hondu-
rag have joined the list,
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HE Princieat FiNptNGS oF THE TAsg Fores Review
1. U.S. FOREIGN ASSISTANCE 18 IMPORTANT

The U.S. foreign essistance program is an important element of
ULS. foreign policy. It serves U.S, foreign policy objectives by pro-
mating the political and economic stability of nations important to
U.S. interesis. It supports US. national security by helping sllies
maintain_adequate defense capabilities and siable economies. It
serves U.S. economic interests by stimulating economic reform and
growth overseas. It promotes U.S. longterm national interest by
sustaining partnerships with other countries and enhzncing their
capucity to cooperate on issues of global importance, It responds to
LS. humanitarian concerns by helping alleviate suffering from dis-
asters and poverty and by helping to promote more equitable and
just societies,

U.S. leadership, expertise, and experience are of great value.
Fiven with limited resources, the program still achieves significant
results and contributes much to U.S, development interests und to
U.S. relationships with recipient countries. The U8, foreign assist-
ance program has a positive record of accomplishment, manage-
ment, and expertise in development. A.LD.s overseas missions are
a unigue asset.

2. THE FOREIGN AID PROGRAM OPERATES IN A CHANGING WORLD

The United States is, and will continue to be affected by develop-
ment, or lack of il, in other countries. Environmertal degradation,
deforestation, depletion of the ozone layer, trade deficits, drugs,
international debt, immigration, over-population, AIDS, mediterra-
nean frait fly . . . all affect the well-being of the United States,
These problems pose a challenge to U.S. national! interests, and
must be addressed.

Global tensions have changed. The lessening of tensions between
the superpowers and the passibilities for settlement of some region-
al conflicts create new challenges and opportunities for peace and
development.

Feonomic issues increasingly dominate the international agenda.
The budget and trade deficits are priorities for the United States,
Non-market economies are focusing on economic reform and effi-
ciency. Developing countries are striving to deal with external debt
while promoting domestic growth. The international economic
system is being revolutionized by rapidly changing technology,
massive international capilal flows, and instant communication.

The developing world has become increasingly divergent. For
most of Africa, and much of Latin America and the Caribbean, the
1980s has been the “lost decade.” Countries in Asia and the Near

124}

Bast have made significant progress. Meanwhile, newly industrial-
ized countries--Taiwan, Korea, Brazfl, Singapore—have gained af-
fiuence and become world economic actors, . .

Increasing institutional and - technival eapacity in Third World
counltries facilitates collaborative programs among US. and devel-
oping country institutions. Even where GNP per capita remaing
low, institutional growth enables developing counitries to be part-
ners in development cooperation, rather than recipients of aid
transfers. ALLD. is beginning te develop collaborative programs in
public policy, science, technology and enterprise development. How-
ever, ALD. procedures snd management systems do not encourage
collaborative afforts, _ . :

Urbanization in developing countries is accelerating, During the
next twenty five years, utban populations will increase by 1.2 bil-
lion in countries currently eligible for U.8. economic assistance,
This growth will have greatest impact in low ihcome countries. By
2000, & majority of the world's poor will be in urban areas. For ox-
ample, Kenya, with g current urbun population of 4.5 million, ean
expect un additional 88 mitlion urban dwellers by the year 2025,
This growth creates both opportunities for more diversified pat-
terng of growth, as well as enormous problems of shelter, sanita-
tion, and transportation. Unmanaged urbanization in the develop-
ing world has serious consequences for the global environment,
international health, and political stability.

Aid is only one part ofp complex relations with developing coun-
triies. Other economic issues are increasingly important. For exam.
ple: _

~The major obstacle to development at present is the external

debt burden of much of the Third World. The resources that
are siphoned away from domestic investment into debt pay-
ments far outweigh gid flows. Their transfer inhibits develop-
ment and economic growth, and therefore is beginning to
threaten political stability and receptivity to market-oriented

licies.

mjl)‘?'ade and investment are increasingly important in relation-
ehips between the United States and developing countries.

~—The objectives driving military sales have evolved over time go
that they are now an element of export promotion.

—Policies on trade, debt, investment, and other issues sometime
conflict with, rather than complement, the objectives. of the
U.8, aid program.

U.s (oreign assistance is e declining world resource. The United
States is no longer the major donor country—Japan is surpassing
ugs as the largest donor of bilateral economic ald. Total foreign as-
sistance has declined from 3% of GNP at the height of the Mar. .
shall Plan, to 1% in the late 19508, to less than three tenths of one
percent of GNP today !-—the lowest level of any OECD member.

U.8. institutional and technical resources are highly relevant to
current development isaues. U.S. strength lies in private enterprise,
education, science and technology, and in non-governmental orga-
nizations. For developing countries, access to U.S. markets is criti-

Y Twotenths of ope percent of GNF braed an DAC figures, which exclude military nasintance.



cal to economic growth. The United Staté;s,is' étill-the country of _

choice for students seeking advanced education in science, medi-

cine, and management. Collaborative ventures in stience and in-

dustry between the United Stotes and developing countrles are of
mutual benefit, and are necessary to tackle current problems.

The world is increasingly receptive lo market-oriented policies,
The economic policies -being promoted by donor organizations and
being adopted by developing countries have become Increagingly
market-oriented over the last decade, even in non-market econo-
mies. This trend widens opportunities for U.S. economic relations
and influence.

3. THE ROLE OF THE U.8. AID PROGRAM HAS CHANGED

The theory bekind the propgram has evolved, The program began
with an emphasis on large resource transfers during the Marshatl
Plan, shifted toward technical assistance during Point Four, to in-
feastructure during the 1960s. to basic human needs during the
1705, and linally to the role of mavkets and policy reform during
the 1980s. Ciearly there is no one path to developiment. U.S. assist-
ance should focus on those types of assistance which the US. ean
provide most eflectively, and which meet the existing development
needs of a country.

UL.S. foreign assistance is highly concentrated on « few strategival-
Iy important countries. The major strategic recipients, [srael,
Egypt, Pakistan, Turkey, the Philippines, El Salvador, and Greece
receive 72% of the $11 billion provided to countries for ESF, mili-
tary, food, and development assistance. [srael and Egypt alone re-
cieve 509 of this total.

The focus of foreign assistance has changed. Qver the past
decade, the balance has shifted towards the Middle Easi, to mili-
tary assistance, Lo grants rather than lvansg, and to bilaleral rather
than multilateral assistance. FSF is increasingly favored by the Ex-
eculive branch because of its greater floxibility and laster disburse-
nient.

4. THE DOMESTIC CONTEXT OF THE AID PROGRAM HAS CHANGED

Budget vonstraints conflict with increasing demands on the aid
program. In FY 1990, the budget deficit must be reduced by #1356 bil-
lion. Yet there are icreasing demands on the foreign ossistance
program: there is the prospect of major new commitments in Af-
thanistan, Namibia, I’Lilippines, the Middle Fast, to U.N. peace-

ceping forcen, and payment of arrvears to the UN and MDHs. As
the pie shrinks, Members of Congress, interest groups, departments
and agencies will each fight to protect their particular interest. In
sum, the United States will have to do more with available re-
SOUFCes.

The program does not enjoy broad public support. U.S, public sup-
port for helping poor people remains strong, but the public does not
view the aid program as doing this effectively. The public has very
little concept of the aid program as an instrument of foreign policy,
used to advance U8, interests. There is evidence thot the public
would support development programs focused on key probliems af
feeting the well-being of the United States.

5. CURRENT AID LEGISLATION AND ADMINISTRATION IMPEDE
- EFFECTIVENESS |

There are too many objectives. Scattored through the Foroign Ae-

sistunce Act are 33 objectives. An ALD, document lists 75 prior-
ities for economic assistance. Most, if not all, of these objectives are
probably worthy, but they are so numerous that they cannot pro-
vide meaningful direction or be effectively implemented. In the
field of military assistance, while there are relatively few stated ob-
Jectives, those objectives are overly politicized, leading us to expect
too much in foreign policy terms from what is being provided or
sold. Mixing security, military, development, and humanitarian ob-
jectives makes evaluation and Congressional oversight difficult.

The program is hampered by numerous reporting requirements,
earmarks and restrictions:

Foreign aid legislation contains 288 individual reporting require-
ments to advise Congress of both one-time and continuing activl-
ties. GAO reports that AID's reporting requirements on the §5 bil-
lion program it manages is second only to the Defense Department
with over $300 billion. These could ge substantially reduced, by
consolidating similar reports, repealing unnecessary or low-interest
requirements, and removing fulfilled or out-of-date provisions.

Earmarks, mostly in the form of specified country allocations in
legislation, have increased to unprecedented levels. For FY 1989,
12% of military aid, 98% of ESF, and 49% of development assist-
ance is earmarked. In recent years, the protection of hi%h priority
recipients through legislative earmarks has considerably dimin-
ished executive branch ngencies' discretionary authority over for-
eign aid allocations, This problem is likely to get worse as budget
pressures tighten,

Congress receives over 700 notifications of project changes each
year. This level of notifications focuses Congressional atterition on
project changes, which are inevitable, rather than on policies and
programs. _

In addition, there are numerous directives, restrictions, condi-
tions, and prohibitions in the foreign aid leginlation, and in com.
mittee and conference reports, that must be adhered to by imple-
menting agencies and recipients of U.S. aid. The result is an aid
program that is driven by process rather than by content and sub-
stance,

What all this means is that accountability of U.S. foreign assist-
ance iy extensive but ineffective. Accountn&lity is forused on an-
ticipating how assistance will be uged, rather than on how effec-
tively it is and has been used. It can take two-and-a-half years to
plan and approve a project, by which time conditions have
changed, and plans need to be revised. The burden of excessive
Congressional and A.L.D./Washington accountability keeps mission
atafl at their desks rather than in the field, creates a complex bu-
reaucratic process that prevents flexible programming, and turns
attention away from the important task of program cvaluation. It
teaves both Congress and ALD. stafT focussing on plans not results.

Military assistance also suffers from accountability problems, Ac
countability has been divested to various services of the military,



resultin? ih vecurring problems in accounting for cash sales and
" !

monitoring equipment sold to foreign countries. o :

The aid program is spread too thin. Military assistance has fol-
lowed a recurring pattern in which a: number of amall programs
are pro » then eliminated or drastically reduced due argely to
earmarking after the budget cycle is complete, creating raised ex-
pectativns and ineffoctive implementation. A.1.D. has 2000 projects
in 00 countries. In addition to programs in developing countries,
A.LD. manages programs in Northern Iteland, Poland, Portugal,
Cyprug, {taly, and Oman; it manages American Schools and Hospi-
tals Abroad, and special tasks such as humanitarian aid to the Nic.
araguan Contras. With 16 disaster relief operations in October and
November of 1988, dissster relief alone is a major responsibility.
The wide range of foreign operations undertaken by A.LD. diverts
attention from development objectives. In essence, the aid program
tries to achieve too much.

There is little coordination of U.S. economie, securily, and devel.
vprient policies. As a result, many foreign policy decisions, for ex-
ample, on tariffs and trade, defense cooperation, debt, environmen.
tal protection, science and technology, public health, and immigra.
tion, do not take developmental and security considerations into ac-
count. The Development Coordination Committee (DCC) seldom
meets 8t a high level, and then principally only for ceremonial pur-
poses. The International Development Cooperation Administratiot:
(IDCA) exists in name only. Coordination of policy for economic
and military assistance is insufficient. At the field level, the rising
coincidence of 1.8, international economic interests with develop-
ment goals requires greater program integration and coordination.

The contribution of non-governmental organizations is importent.
PVOs (Private Voluntary Organization), universities, cooperatives,
research institutions, and other non-governmental organizalions
have much to contribute to U.S. economic assistance policies and
programs, Their expertise, field experience, ability to reach certain
target populations, and the diversity of their capabilities and oper-
ating modes complement the resources of A.LD), Some 16% of de-
velopment assistance and projectized ESF is channeled through
PVQ's. The research capabilities and developmental and technical
expertise of U.5. universities are valuable resources that need to be
utilized to deal effectively with today's development issues. "he
participation of businesses from both host and denor country it de-
velopiment programs can be effective and muiually beneficial. Ef-
fective means are needed to ensure that these organizations can be
heard by policy makers,

IV. RECOMMENDATIONS -
A, ECONOMIC ABSISTANCE

!, Repeal the Foreign Assistance Aet of 1961 as amended. Enact o
f n‘ziu International Economic Cooperation Act of 1989

Changes in the international environment and the position of the
United States, the emergence of global challenges to U.S. well-
being, domestic budgetary pressures . . . and the loss of public and
Congressional support for the aid gro ram- all demand major
changes in foreign aid legislation. U.S. forelgn assistance needs a
new premise, 8 new framework, and a new purpose to meet the
challengey of today. It is time to start anew, ’ _

A fresh start is unlikely if Congress simply revises and adds yet
more amendments to an already cluttered act. The current H0O
pages of foreign assistance legislation, developed over the past 28
years, are strewn with obsolete, ambiguous and contradictory poli-
cies, restricti?m; and conditions. :

For examptie:

Incomiste%cy. ~There is no consistenci in the way the Act deals
with other foreign policy concerns whic affect foreign nssistance,
such as human rights, terrorism or narcotics. Procedures vary for
different concerns and different regions, as do procedures for Presi-
dentinl waivers and Congressional reviews of those waivers,

Ambiguous.—Section 531 of the Act provides authority to the
President to promote “economic or pnlltical‘ stability. owever,
section Gd1(e) prohibits the President from using funds for military
or paramilitary purposes. It is not clear whether nations receiving
gupport under this section are prevented from using those funds to
repay United States loans for purchase of military hardware. .

Obsolete.—Section 614(b) nuthorizes the President to use ESF
funds for Germany, including West Berlin, This section may have
been relevant before Germany became a major foreign assistance
donor.

The numerous inconsistencies have increased with each new for-
eign assistance bill. The difficult task of bringing gome coherence
to legislation and creating n targeted and effective aid program,
that enjoys wide support, requires a new International Economic
Cooperation Act.

2. The new [nternational Economic Cooperation Act wonld specify
four main foreign economic policy objectives

(i) Growth.—Encouragement of broad based economic growth.
(ii) Environmental sustainability.—Improved environmental, nat-
aral resource, and agricultural management, )
tiii) Foverty alleviation.-—~Human resource development aimed at
improving the well-being of the poor and their capacity to become
productive citizens,
120
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fivi I’iumh‘sm,ml’romution_ of political, social and econothic plu-

ralism, : -

These four objectives would focus-U.S. foreign asaistance on four
discrete but flexible priorities, which serve the interests of both the
United States and recipient countries. They would clarify the pur-
pose of the program. Experience and understanding of the new
challenges indicate thal these priorities will maximize the benefit
to be gained by recipient and donor.

Growth,—Bconomie growth and development in other countries
serves U8, interests by promoting political stabilily as as expan-
sion of trade and investment opportunities, Growth is necessary to
improve the living standards of the poorest and to enable the devel-
oping world to progress out of today's debt, environmental and pop-
wintion problems, Growth must be broad-based to reach the poor;
aarrow, unbalanced growth is politically and economically unsta-
ble. Growth must be subject to the efficiencies imposed open
narkets. U8, policy can encourage the ereation of more ef%:cinnt.
reore participatory, and more open economic systems,

Frowronmental sustainability,—Global environmental and natu-
il resource problems have become too obvioua and too urgent to
sinore. In the developing world, deforestation, pollution, and soil
srosion ceaselessly diminish the capacity for sustainable agricultur-
al production. Delorestation and desertification are depleling the
erone layver and threatening the entire world with global warming.
The rapid depletion of energy resources will affect the availability
and price of future energy worldwide. The degradation of the re-
source base is afTecting the capacity of the agriculture sector to
keep pace with rising food demand. These are pressing problems
which will requive international cooperation. The U.S. can assist in
the development and implementation of improved policies, technol-
aples, and maenagement systems necessary for more efficient and
sustainable systems of agriculture and resource management. Envi-
ronmental concerns should be integrated into every program. Envi-
ronmental and other policies muat be finely tuned to balance the
needs of growth with the sustainability of the resource base,

Poverty alleviation.—Although much progress has been made in
reducing the worat conditions of poverty through improved public
health, betler food production end distribution systems, end ex-
panded literacy and family planninF rograms, the fact remains
that a s;mggerin'? 2 billion peo'ple still live in poverty, increasingly
in urban areas. Thirty years of development experience tell us that
people can rise from poverty if they are healthy and educated and
have the opportunity Lo participate in the economy. Such invest-
ment in human capacity requires careful targeting and long term
commitment. It can reault in personal well-being, 8 more produc-
tive ecconomy, ard a more pluralistic and stable policy. These bene-
fits, along with the ndditional consequences in terms of better
public health, more stable population, and expanded international
minrkets, all promote the intereats of the United States.

Pluralism.—The United States stands for political and economic
frecdomm. US. foreign nasistance promotes these values both explic-
itly and implicitly. This can be achieved through many institution-
at forma. The mfvnnccment and protection of these freedoms re
suire respongive local government, and a well-informed and active
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citizenry,
groups Yn the Third World increasingly are pursuing the expansion
of ¢hoice and participation to those traditionally least involved. It

should be U.8. policy to encourage the Frth.of both non-govern:

mental capacity and of effective national and local government,
These four objectiven are interrelited snd mutually reinforcing.

In pursuing them the United States can be true to US. values und

interests, without imposing preconceived solutions on others, The
key to progress in meeting these objectives is to recognize that they
will require time, flexibility, und a system of problem solving based
on genuine covperation and reciprocity of henelits between nutions
Foreign nssistance must be coordinated with other policids in pur.
suing these goals and encouraging others to pursue them.

ldentifying these four basic objectives for U.S foreign cconomic
assistance does not mean that tf':e J3 objectives currently in the
Foreign Assistance Act are to be rejected. Many of them are sub
sumed under these four priorities; for example, bological diversity
ia one principle of improved environmental policies, Others indi-
cate the preferred modes of operation and manner in which these
ulimate objectives are pursued; for example, concern for the role of
wotrien in development becomes an integral part of all develop
ment programa, ALD s reporting of program results would include
explanations of how biological diversily was affected, and why or
why not women participated and benefited,

J. The new act would draw clear distinclions among various types
of economic assistance

The lack of a clear distinction between development assistance
and ESF couses a confugion of objectives and responsibilities and
makes evaluation more difTicult. In keeping with the aim of clurily-
ing the purpose and key objectives of the economic asgistance pro-
gram, the new act wuuld provide s clear distinction between devel-
opment assistance and ESF. Where currently one type of assisfance
i used for the purpose of the other, the funds wmifu be transferred
into the other gecount,

ISF would be allocated to countries to support immediate U8
political, economic, and security interests. After initinl allocation
decisions are made, ESF sho'tld be prosrammed se us to support
the four objectiven of economic aagistance.

The ullocation of developirent assistunce would be justified in
terms of the four policy objectives, reflecting the increased impor.
tance of these objectives {n supporting .S, national intareata. DA
should be mhde a more flexible intrument.

& The act would allow maximum flexibility in developing stratepies
and programs for pursuin: the four objectives

The new nct would set down operational and policy rarnmeters
for 1.8, economic assistance ‘rograms and policies, Tt would avoid
mont of the conditions, reatrictions, directives, and enrmarks of the
current act.

~(onpressional notifications would be required for changes in

eountry levels but not for project changes,

--Reporting requirements would be kept to g minimumr,

Internationally-oriented - Ameriémf'}"?()s and citizens’
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—Appropriation of DA funds would not be divided into function-

al accounts. ' '

—~Furls would be a?pmpriate oh a no-year basis; thereby retoy-

ing pressure to obligate funds hurriedly at the end of the fiseal
year.

The agency would inform the Congress nbout gpecilie country
proprams and stre egies it proposvs. and detnonstrate to the satis-
fuction of the responsible committees why those girategies have
been selected.

It is probably unrealistic to expect to eliminate all regtrictions,
conditions, and directives from the bilateral aid progratn, However,
the present system iz unworkable und increasingly irrelevant. If
every worthy eondition and directive that is proposed is accepted,
as it the past, the resuolt is confusion, ambiguity ond burenierutic
gridll(n'ck.. The cumulative impacet is a program that simply does nut
WOFK.

The present system results in a program that focuses on roceds,
on meeting Jegislative and administrative deadlines and filin
forms and reports, not on the substance of activities. Crirrently, ad.
ministrators_must find a distribution of developmoent assislanee
funds that fity in with country, functional, and special program
carmarks, and still bear somie relation to the needs and tireum.
stances of each particular country. ESF is earmarked almost con.
pletely on a country basis. Earmarks deny the flexibilit y needed to
respond to changing needs during the fiscal year. Thev reduce U §.
rtali_(;y leverage bechuse recipients know that Tunds will aventually
w fortheoming. With extenstve earmarking, A.LD.'s experienced
and committed personnel do not have responsibility for the pro-
gram, and cannot utilize their talent and creativity. In contrast,
given today’s new chatlenges, the premium should he on ideas, lo.
verage, and long-term problem-solving. This requires flexibility,
better use of taleni, and concentration on central, fong term,
issues.,

3. The act would require an accountability svstem based on the
measurement and evaluation of provess toward the achievenient
of the legizlative mandate

Accountability would be based on careful Congressional oversight
and Executive evaluntion of the impact and result of US. foreign
assistance rather than on complinnce with a multitude of rest ric.
tions, directiver, and earmarks.

The present Congressional and bureaucratic system focuses on
how much, where, and how, the executive branch plans to spend
economic assistance dollars. Just as the requirements are too ox-
tensive to give effective direction to ALD. so the reports are too
voluminous to be read by Congress. The accountability burden
turns attention away froms what has and had not been achieved. In
spite of 1,300 pages of Congressional presentation, over 700 Con-
gressional notifications annually, and innumerable reports, Con-
gress does not know what actual progress is being made townrds
the solution of serious global pm{)ﬂvms. Congress thust he freed
from dealing with near-term operating activities, in order to focus
on eritical issues of national priority, program balance, and post-
appraisal of results,

g

There are three elements to a new system of necotintability.
() Clear and realistic objectives must be established, .
(i) Reporting must be results-oriented and appropriate: for
assessing policies and programs, -~ -~ . =
(iti) Both Congress and the Executive branch must know who
_ isresronsible._ Co e _ : :
This will require the administrating agency to give groater prior-
ity to evaluation of profects and programs. In addition to ongoing

evaluation by A.LD. and GAQ, a full country review could be un-

dertaken periodicallr. (perhaps every five years) by a team com.
posed of agency evaluation personnel and other experts from gov-
ernment agenciee (such as GAO [General Accounting Office] and
OTA |Office of Technology und Assessment]) and from outside gov-
ernment. Such a review would cover ail U.S. assistance activities in
& country,

Responsihility should be concentrated at the level of the head of
the U.S. migsion in a country, the head of particular programs, and
the agency administrator.,

For ita part, Congress must engage In more rigorous oversight.
The House Foreign Affairs Committee oversight responsibility
could be centered in a Foreign Assistance Oversight Subcommittes
or an ad hoc group with a strong stalf dedicated soley to the tusk of
oversight, The subcommittee or group would be the key point for
oversight of foreign assistance programs and policies, and for legis-
lative changes, working closely with subcommittees of the House
Foreign Affairs Committee and with other committees that have
authorizing and appropriating responsibilities for the foreign assist-
fhee ﬂro’%ram. It would also consult extensively with the executive
branch. The Congressional-Executive consultations over the imple-
mientation of the Africa Development Fund offer the beginnings of
4 tmodel of a more collaborative relationship,

6. The act would establish a new economic cooperation agency to ad-
minister U.S. economic cooperation programs

The most effective way to remove bureaucratic cobwebs and take
up the new mandate is to create a new entity to atlocate and ad-
ministet economic assistance. The more precige and flexible man-
date of the International Fconomic Cooperation Act requires an ap-
propriate structure—an Fronomic Cooperation Agency (ECA), as
the successor to A.LD.

There is no one ideal structure that will resolve the numerous
organizational and administrative issues. Various organizational
models have been proposed. These should be discussed during com-
mittee deliberations and in extensive discussions with the execu-
tive branch.

There are, however, key requirementas which should guide the
design of a new structure:

(i) operational flexibility and decentralization of responsibil-
ity to encourage innovative, responsive programs that seek
long term progress on development priorities,

(il) authority and flexibility to allocate and implement assist.
ance in order to maximize achievement of the four objectives
of ecanomic assistance,



(iii) credible and strategically focused evaluation gystems to
nsseus, analgze. and communicate progress toward the four ob.
Jectives to the Agency and the Congress. '

(iv) the need to nttract talented personnel into the aid pro-
gram, both as permanent staff and in short-term positions.

{v) greater opportunities for collaboration in working toward
resolution of globul problems. For example, technical institutes
could be set up, each focusing on a major issue such ag re-
source management, and comprising experts from relevant
government and private entitics in the U.S. and developing
countries. They would deal with global issues, in tandem with
the field missions’ country-specific strategies, This would brin
in the technical capability necessary to problem-solving, an
encourage the cooperation and support of individuals anc orga-
nizations outside the government. They would also support se.
lected long-range research programs.

tvi) recognition of the important role of PVO's, universities,
cooperatives, and other non-governmental organizations in the
U.8. economic cooperative program. Officialy responsible for
economic assistance should have regular and easy access to the
experlise and experience of guch organizations, and be able to
draw on their capabilities in implementing programs.

(vii) administration of a portion of the U.S. cooperation pro-
gram through regional foundations such as the Inter-American
‘oundation and the African Development Foundation, which
focus on grassroots community development.

7. The act will require greater coordination

Cuordination is required at three levels:

i) International Coordination,—U.8. assistance should be co-
ordinated with programs of other internationa! donors. This
becomes increasingly important as the internationalization of
development problems continues, and as other donors expand
their ussistance programs. The U.S. share of worldwide eco-
nomic assistance is farge enough to be important to efforts to
coordinate internationnl programs. U.S. development experi
ence is a valuable asset for collaboration with newer donor
countries, such as Japan and Korea,

(if) Policy Covrdination.—U.S. assistance should be coordinat.-
ed with oiﬁer aspects of U.S. policy. Given the incrensing com.
plexity and inter-relation of internstional problems, coordina-
tion of policies on aid, trade, Third World debt, drugs, the envi-
ronment, international financial stability, and fiscal and mone-
tary policy are essential. None of these issues can be dealt with
in wolation.

The most commonly proposed solution is to locate responsi-
bility for coordination in the White Huuse. The various propus-
als include: a special Presidential Advisor with a small stall; a
Deputy Nationnl Security Advisor; reestablishment of the
Council on International Economic Policy; a Presidential advi-
sor who chairs an International Development Couvperation
Council with oversight over all agencies an programs involved
in foreign economic cooperation.

;Alternutiv,elr, coordination could occur at the eabinet level,
- through u eabln _ :
ment overall-responsibility. Or, a new foreign economic coop-
eration administering agency could be given the role. What.
ever the new structure, the Administrator of the ECA would
be closely involved in coordination, . s

There have been many fatled experiments at coordination,
The important issue is not how, but that coordination oceir.
Success will ultimately depend on the commitment of the Exee.
utive branch and the officials involved. The new coordination
structure must be formulated jointly by Congress and the Ad-
ministration, and mesh with the 'or%nnizntimml structure of
the new Administration and the ECA. The new legislation
must identif{’ a clear coordination authrsri(t{y which can be held
accountable ¥ the Congress and the President.

(iii) Field Coordination,—U.S. programs and policies should
be coordinated at the field mission level, For example, coordi-
nation could be improved between A.LD. private sector pro-
grams, the Foreign Commercial Service, the Trade and Devel-
opment Program, and the Overseas Private Investment Corp.,
und between ALD. agricultural programs, P.L. 480 assistance,
and the work of the agricultural attache.

8 The act would require a simpler procurement regime for the eco-
nomic assistance program

U.8. economic assistance programs are covered by federal acqui-
sition regulations. These regulations are designed for agencies
which operate in the United States, tiot overseas. Exemption for
particular procurement is possible but only through a time-consum-
ing paperwork process. The cumbersome procurement process dis.
courages some tndividuals from participating in U.S, development
assistance programs and makes it more difficult for A.LD. to work
Jjointly with other donors and ingtitutions.

A simpler, more flexible system, designed for an agency which
operates overseas, would enable n more timely response to existing
needs and conditions, thereby increasing the effectiveness of the
foreign nssistance program.

8. The act wonld require modes of operation that maximize aid of-
fectiveness in tackling today's problems

Key principles in increasing the effectiveness of the economic as-
sistance program are:

(i) Focus on global problem-solving—dealing with problems
common to many countries. 1t is in the primary interests of
the United Stutes to focus on easing problems’ which affec
many nations, such as environmental degradation, AIDS, rapid
urbanization, arid agricultural production, and barriers to
market forces. Therefore, while much foreign assistsnce would
continue to be carried out on a bilatern] basis, the program
would aim to deal with constraints to the achievement o koy
objectives. This approach rests on cooperation and reciprocity
ol benefits, rather than one-way transfers of aid. '

iy Utilize U8, comparative advantage, The impact of U.S,
susistance is maximized by drawing on those areas in which

et committee, or by giving one cabinet depart- -
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the United States has most to offer: education and training, re:
search, public and private management expertise, technical as-
sistance, agricultural development and food aid, and private
enterprise. ' ' _ :

tith) Emphasize project sustainability. Too often development
projects stop the day that foreign donor funding and participa-
tion end-—or before. To maximize U.S. impact on development
problems, the act would require A.1.D. to focus on program and
project sustainability, particularly by seeking the broadest par-
Licipation appropriate, in both design and implementation, To
further encourage sustainable projects, the new organizational
structure must provide the necessary degree of flexibility Tor
projects to adapt to loeal conditions.

{iv) Use economic assistance, both development assistance
and ESF, to promote sound economic policies. To ensure that
U.S. assistance is used effectively to mutual benefit, the act
would require that it be programmed to promote appropriate
economic policies at all levels. Economic assistance should
serve a8 a vehicle for joint policy dialogue, and as a means of
improving the technical and administrative capacity of govern.
ments to devige and implement suitable policies.

In addition, the act would require that the ability and will-
ingness of the recipient to uge assistance efficiently be taken
into account in deciding where and how funds should be pro-
grammed. Countries wi%{ling to adopt necessary policies should
be supported. This requires the establishment of specific erite-
f‘:fl to measure country performance, as under the Fund for

rica.

If UL.S. assistance is used wastefully, siphoned off by corrup-
tion, or used Lo support bad and inefTicient policies, it cannot
achieve the purposes for which it was intended. This is more
likely to hinder economic growth and to be economically and
politically destabilizing, and therefore be antithetical to US.
economic and political interests and objectives.

(v) Adapt the foreign assistunce program to the debt situa.
tion, Suceess in pursuing the four objectives of 1.8, economic
assistance depends on the resoiution of the debt crisis. The
debt burden has stymied economic growth and brought consid-
erable economic and social adjustment and suffering. Contin-
ued economic stagnation and adjustment threatens not just
economic stebility but also political stability, particularly in
countries with nascent democratic institutions.

There is no single solution, bul foreign assistance can con-
tribute towards easing the problems caused by the debt
burden, U.8. assistance should be provided on a grant busis, ns
has been the case in the lost several years. In keeping with
thi= policy, reflows from previous foreign assistence loans
should be aflowed 1o be redirected into development activities
in the debtor country, rather than returned Lo the US. Treas-
ury. Such use of refows should be used to reward countries
which implement necessary domestic policy reforms.

Authority should also be given for the use of U8, economic
aggistance funds to purchase debt ot discount, with the tocal

local expenditures, A _ _
U.8. government officials should be encouraged to work with
host country officials, other donors, - international orgnnizn.

currencies then used for dtev_eflqpmgqt' projects which require

tions, U.S. commercial banks, and with various non-govern- -

mental organizations that are seeking innovative mechanisms
to reduce the debtl burden of developing countries, '

10. The act would authorize cooperative development relationships

with advanced developing vountries [ADCs]

Advanced developing countries, such as Moroceo, Jordan, and
Costa Rica, are approaching the point where they may no longer
reqtiire concesgional assistance. Others, such ny Taiwan, Korea,
Brawil, and Argentina have alrendy “graduated” from the U.S. aid
program. However, many have important development problems
and their participation is important in solving global problems. For
example, deforestation cannot be dealt with without the coopera-
tion of Brazil; the U.8. cannot seek regional cooperation on drugs
and immigration without working with Mexico. Continued coopera-
tion with potential aid graduates, such as india and Thailand may
lead to breakthroughs in health and agrictltural science,

It does not serve U.S. interests to spend 20 to 0 years building
up development relationships with a country, and then to suddenly
drop them when concessional assistance is no longer required. This
means cutting those links just when the other country is most able
to contribute to the partnership, and when U.8. benefits from gov-
ernmental, universily, and private sector are increasing.

The Economic Cooperation Agency would be authorized to devel-
op new ways to sustain and nurture those well-developed relavion-
ships. This could be done through bilateral commissions, science
and technology foundations, or joint working groups focused on key
development issues. The development of relations with ADCs is an
important part of the shift that the United States must make from
"foreign aid’’ to cooperation with develuping countries.

8. MILITARY ASSISTANCE

1. Conselidate military assistance into one funding source

Consideration of military assistance will be more focused if the
Foreign Military Sales (FMS) financing and the grant Military As-
sistance Program (MAP) share the same funding source. At
present, cash arms sales nand FMS flinancing are contained in the
Arms Export Control Act (AECA) The grant MAP program comes
under the Foreign Assistance Act.

There is no compeliing operational or political need for two sepa-
rate military assistance accounts, particularly as both are now
almost completely grant programs. One funding source would allow
clearer analysis of the aid request and the conditions attnched to
military aid for each country. Putting FMS with MAP would sepa-
rate sales that use assistance dotlars from cash arms sales. Undoer
the merged account, tervins, conditionality, and eligibility for credit
and grant countrien would be clearly established. Standards would
be set hased on economic conditions and ability to repay. The single
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nccount would better enable Congress to separate countries that
need grants from those that only need credita. :

2 Replace the Arms Export Conirol Act with a new Defense Trade

ard Export Control Act

A riew Defense Trade and Export Control Act would complement
the consolidation of assistance funding. Creation of a new act reg.
oghizes that cash arms sales which are consistent with foreign
policy and national securii(?z ohjectives should be removed from the
political linkages attached to military ussistance and -hould be
part of an overall export promotion and control effort. This ap-
proach would be more appropriate to eximndin trade and defense
cooperation activities with our NATO allies anﬁ other friendly na-
tions. The new act would remove unnecessary restrictions and sim-
plify the licensing procedures under the International Traffic in
Arms Regulations, so as to reduce exporl delays,

This approach would not take the lid off arms sales. The act
wouid retain all the appropriate arms export control aspecis of the
AECA, as well as requirements to give prior notification of arms
sales to Congress. In addition to the current purpose of restrainin
arms races, the new act would fecus on military objectives, includ-
ing close cooperation with our allies in arms research, development
and production. It would clarify U.S. policy for providing defense
equipment to friendly countries consistent with national interests.

3. Clarify the goals of the Military Aid Program

The military nassistance rFrogmm should meet political and strate-
Fic objectives but it should also promote military gonls, such as en-
ranced training and equipment utilization, pre-positioning of U.S,
stocks for use in crises, ond joint research and development of de-
fense systems. Military assistance and sales are frequently oversold
on politicat grounds. What is needed is Iiudgmlmts about how mili-
tmr'y assistance and sales programs fullill mifitary objectives.
‘ocusing program goals and Congressional oversight on narrower
military objectives would help provide a basis for improved ac-
countability on the uses of mifitary assistance and sales programs
cannot_and should not be entirely eliminated, but Congressional
oversight has often focused on unrealistic political linkoges, par-
ticularly when the amount of assistance is small, or recipients are
attempting to buy arms for cash. A return to traditionsl oversight
of how money is being spent, and whether military objectives are
heing advanced would increase the effectiveness of the program.

4 Improve accountability for the use of military assistunce

Past experience and current practices suggest that accountability
necds to be improved dramatically. The Defense Department is
unnble to account for hundreds of millions of dollars in cash sales
in its multipie service-based accounting systems. There is innd-
equate tracking of third-country transfers arising out of licensing
and co-production agreements. Action is seldom taken even when
illicit transfers are discovered, Corruption is endemic in dealing
with agents and fiems designated by Third World countries te
transact arms sales.

Reform of the system should include:

0 Rt hment of a genuinely centralized accountin
'aygt)éri? s&%?}lliisﬁ“ DOD for military. salbt'as: Full accounting - of _aﬁ
three accounting systems in the military. gervices and that

serves as a authoritative data source for sccounting and infor-
mation on military sales,

(i) Greater monlitoring of military assistance and saley assefs

orei § ; i dvisory groups
in foreign countries. In recent years, military advi ;
lhr:v.'e ingcreasingly focused on providing inforination inn L{)..Hi
produced systems and promn}:ngdotlher mnlttpryt ?x?gzittvheii' h::s
sram monitoring has suffered. In some instanc 8 this has
?ggﬁltec‘l in iilicit third-country tranfers of U.S.supplied equip

t) i H { H i -
m"(?iri]i) Establishment of appropriate sanctions for llhm_td ':;‘:allt(i
country translers by recipients of mﬂitqry assmt‘ancetnnﬂ;e s
and participants in weapons co-production agree.merll ES Phe do-
tection of such transfers required improved controls, m: f gt_;)
ment, and intelligence. Effective sanctions are ?tecessgez Lo
deal with violations, as diplomatic protests hav? often een in-
effective. These sant[:tionfhnhouldIg:glﬁ?s] ::g ﬁsnmon of cop

i ements for other pending @ les. _
dul{i‘irlbn?’:ldg}fiebitinn of the use of military assistance (f;updscgc:::
direct or indirect ol‘l'set.s,rultl.:eezs sqecnﬁﬁlllli{iﬂ?tt‘l:g?gz re:-ymenlq
sress, and negotiation of bilateral or m al agreements
E:’:;tm‘:l:rning thi range of permissible direct ar;d "l"fd”t%taorﬁ:;{f
involving tilitary ussistantce l?l?tdlys?tleisﬁcr:‘ g::;(e :iv?fi{st'hut!th'(-v

many years, are only likely t ’, , t they
L(j,r:\ ‘f;():;,‘ﬂjcr 3;0{150“ for muny couhtries’ purghasle of Arim_ %ciunny
made defense articles. While commercial offsets nLay k? r;,be
instances be a fact of life, U5 glovernmon‘t funts should n :)ver
used to promote the business interests of one company
other, . R
th:‘vt)(?lr‘izater controls on the 'solect!n_n and uge of Pr:fvat((j,snz;:‘l;‘
viduals nnd companies receiving military assistance fun s dos
ignated for foreign governments. When forelgnhg()\irgrnﬂ rent:s
designate their own [reight forwarders and purc n? g i[i;'llit‘;l
for military assistance transactions, more strmgmt (sgr 3
standards, and fiscal and accounting controls are ""](.Pf-i ?r 1Yl Ac
(vi) Requirements that American companies us;gt CUL| i{tv xer
quiﬁitiun Rp ulationﬂé}“f}?}: rpgar(li::"lﬁ fg.‘;"flg’ﬂi‘)::)slﬁ'fi;]ﬁsﬂill{c'ﬂl\;e
e, and payment, if their. commerciz atles lve
?‘p!cll%m:;"e'gi'ts. I(.‘,l'xrremt.l’y. commaereinl 9qntracts ﬁns:nced’l:%tutll(';
FMS credits are not governed by the FAR, as govun]m? A
government FMS sales are, and controls over these sales

to be improved.
5. Reduce, if not eliminate earmarking

'urrently, 98% of the FMS account and two thirds of MAP ac-

count are earmarked. The inflexibility created by enrmgslr:ilurlg ‘111?(:?1;
pers the program in several ways: first, it lnmte:} 3{1& ;&blql(‘&"::"y ot
nti i ment programs sm . Beeg , it
contingencies and to implem rams smoothly, Secandly, it
i 1 i ¢ recipients through military ae
undermines attempls to influence rec s throug ilitary o
i ' TRV the level of aid they will recetve.
sislaince, ns they are nsz;uwsl ol of ai vill .
Therefore, as a means {or Congress to secure some politieal tever

expenditures reguires a system that accesses data from all
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by earmarks, along with general budget pressures, results in the
expectations of smaller recipients being raised and then dashed, be-

cause their programs are squeezed ot by the big earmarks, Re-

moving earmarks would enable more effective Congressional over-
sight, because Congress could focus on program results rather than
relying on earmarks and associnted prohibitions, conditions and re-
purling tequirements, : _

Limiting earmarking requires discussions among legistative and
executive branch leadership, to establish an informal understand
ing that politically inevitable earmarks will go forward, in ex-
change Tor hulding the line on other earmarks. Along the lines of
the bipartisan budgel sgreement, Congress should meet early on
with tﬁ.e new administration to reach a foreign policy leadership
agreement to resist earmarking.

A. Replace small military aid programs in individual countries with
an unearmarked regional contingency fund

Operational requirements in less vital countries could be met
from a flexible regional contingeney fund. This would create the
flexibility necessary to fund specific needs in regions such as Alrica
or Latin America, while avoiding spreading funds and across many
small countries. Small case-by-case requests could be met without
establishing a country program. This would be far preferable to the
present situation in which small programs are cul altogether due
to earmarking for large recipients and overall budget cuts, A con-
tingency fund would provide the Executive branch with flexibility
to meel the needs of smaller countries, while still ensuring fiscal
discipline through the authorization and appropriation of such con-
tingency funds, and through prior notification to Congress of the
use of such funds. The needs of smaller countries could be met
without sacrificing fiscal and policy oversight by the Congress.

7. Establish a separate base rights account

A base rights line item in the military aid budget could fund ex-
isting commitment on a one-time mulli-year basis, of say, five years
while making it ciear that such military agsistance would end aiter
that period. This type of agreement wag estublished with Spain and
appears to be satisfactory.

Congress has confronted growing shortfalls in military aid appro-
priations for base rights countries. A number of base rights agree-
ments in the early 1380°s resulted in a dsubling and tripling of this
aid,

After the five year funding perioed, the ending of assistance given
specifically for base rights could be cased through other forms of
non-appropriated assistance, such as revolving fund using cash
sales receipts, the use of the Special Defense Acquistion Funds
(SDAF), programs not linked to base rights could be continued.

The United States should also consider establishing a multilater-
al base rights fund with NATO for bases in Europe, and with
Japan for bases in the Philippines. The relationship with NATO
should be considered in the light of the larger allinnce-wide region-
al security framework, with base righis aceess being o lesitimate
ctement of burden-sharing,

ae, it is ultimately self-defeating. Thirdly, the inﬂexi:biiity created

A soparate account with clear funding timits is an important

step in the U.8. strategy for securing base rights access, The U.S,

must, over timé, develop defense velationships that are not based

rity concerns.

on economic or military assistance, or. "rent”, but on mutual secu.

8. Create a separate line item for police training

A separate line item for police training would enable the legisla-
tive and executive branches to establish appropriate objectives and
guidelines for police training. :

Separate funding would segregate military training for police
forces from civilian training, leaving the latter to ngenciea other
than DOD and Siate. Currently, the prohibition on the use of as-
sistance for police training (Section 660 of the Foreign Assistance
Act) is accompanied by numeérous exceftinns. Such an approach is
misleading, and hinders effective legislative oversight as to what
type of support for police training is appropeiate and under what
circumstances. ‘

9. Encourage aid graduation

Military assistance concessional sales and credit programs should
permit and encourege graduation to a fully cash sales relationship.

For this to occur, it 18 essential that a credit component remain
in the authorization process, so that countries near the graduation
point in economic development can make a gradual transition to
cash arms ssles. Portugal, Greece, and Turkey are currently ap-
proaching this point, and Spain and Korea rece.tly graduated.

It addition, military assistance funds should be used for licensing
and co-production agreements, including offshore procurement of
low and medium technologies. This would enable recipients to es-
tablish a rudimentary defense industriai base, while protecting and
controlling more sophisticated technology.

10. Examine alternative financing

The establishment of an alternative system for financing mili-
tary assistance should be considered, although the evidence of the
efficiency of gnuch financing is mixed and the political obstacles are
gignificant. As with the economic assistance program, the likeli-
hood of shrinking funds requires creative uses of alternative fi-
naricing to strelch available resources.

There are many possible alternatives that can be explored. For
example, the prohibition in the Arms Export Control Act on the
use of Ex-Im-Bank financing for military sales is outdated and does
not appear to be serving any apparent “fiscal watchdog” function.
In addition, the use of private credit markets has already begun.
The Foreign Assistance appropriations law for fiscal year 18988 au-
thorizes the blending of government and commercial credit to refi-
nance past FMS credit. We should explore this option of blending
credit for future FMS financing. Finally, some in the Executive
branch have advocated a return to the use of government-guarnn.
teed loans to finance military snles, :
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11. Coondinate military assistance with other foreign policy

Military assistance should be included within the new structure
designed to coordinate foreign policies, mentioned under recom.
mendations on economic agsistance. At present, the military assist-

ance program is not adequately coordinated with other aspects of

US8. policy towards recipient countries. U.S. embassies and mili-
tary advisory groups do not coordinate. The Departments of De-
fense, State and A.LD. do not formulate a comprehensive coordi:
nated strategy that integrates economic and military assistance,

V. RESERVATIONS OF REPRESENTATIVE BENJAMIN A. OILMAN

The Task Force Report contains a succinet—yet thorough—de-
scription of the range of foreign assistance programs. It also out.
lines many thoughtful findings and recommendations for legisla-
tive action. Many of the recommendations have a grest deal of merit
and [ believe that Congress and the Administration should consider
them carefully. '

I must, however, identify some of the differences I have with the
report. First, one of my major concerns in the security agsistance
area s the Chairm¢ s recommendation that we establish a tempo-
rary bass ¥ights fu; 1, but that this fund will be phased out over (5
five years, Whiie ! believe that it is important to remove ourselves
from the current "rental relationship” with certain base rights
countries, I also believe it is unrealistic to think that some of these
countries will be able to do without military assistance in the fore-
geeable future. I am convinced that it is in our national interest to
continue to target strategically important countries which have
U.B. bases as priority security assistance recipients. | am not op-
posed to ending this “‘rental relationship” with base rights coun-
tries, a8 long as everyone recognizes that this does not mean that
we will end military assistance to these strategically important
countries as well,

Second, the report calls for the reduction if not elimination of all
earmarking. In my view, there should be a limited number of ex-
ceptions to this proposal. 1 believe that earmarks in current law for
Greece, Egypt and Israel must be maintained to make clear our un-
equivocal support for the security of those countries, as well as our
continuing support for the Middle Bast pesce process in the latter
two countries. There should be consultation with the Adminiatra-
tion at the highest levels regarding core earmarks which enjoy a
congensus of support in the Congress and in the Executive Branch.
Beyond this, 1 do agree that we should attempt to sharply curtail
the number of erarmarks in the law,
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